International 
Marketing Information 
Series 


| 


od 


Foreign Economic Trends 
and Their Implications 
for the United States 


SEPTEMBER 1988 


SAUDI ARABIA 


FET 88-91 
Frequency: Annual 
Supersedes: 87-78 


PREPARED BY 
AMERICAN EMBASSY RIYADH 


é ‘tT OF 
é ye" Om, 
YY $ 
Su 


U.S. DEPARTMENT OF COMMERCE 

International Trade Administration 

Washington, D.C. 20230 

Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscrip- 


tion, $55.00. Foreign mailing $13.75 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





-2- 


KEY ECONOMIC INDICATORS 
(in billions of U.S. dollars unless noted) 


1985 1986 1987 1988 
Projections 


DOMESTIC ECONOMY 

--Population (millions) 
--Population Growth (%) 

--GDP in current dollars 

--Per capita GDP, current dollars 
--GDP in local currency (1970=100) 
--% change 

--Consumer Price Index (%) 


PRODUCTION AND EMPLOYMENT 


--Labor force (1,000s) 
--Unemployment (avg. % for year) 
--Oil sector as % of total economy 
--Non-oil sector as % total economy 
--Govt. Oper. surplus or deficit 
--Surplus/deficit as % of GDP 


BALANCE OF PAYMENTS 

--Exports (F.0O.B.) 

--Imports (F.0O.B.) 

--Trade balance 

--Current account balance 

--Foreign direct investment (new) 

--Official foreign assets (year end) 

--Average exchange rate for year 
(x=US$1.00) 

--Private foreign assets 


FOREIGN INVESTMENT 
--Total (cumulative) 
--U.S. (cumulative) 
--U.S. share (%) 


U.S.-SAUDI TRADE 

--U.S. exports to S. Arabia (FAS) 4.00 3.29 3.06 328 
--U.S. imports from S. Arabia (CIF) 2.03 4.05 4.89 4.50 
--Trade balance 1.97 -0.76 -1.83 -1.25 
--U.S. share of Saudi exports (%) 6 17 18 18 
--U.S. share of Saudi imports (%) 37 17.5 47<9 18.0 


PRINCIPAL U.S. EXPORTS (1987): Cars, barley, telecommunications 
equipment, cigarettes, trucks, rice, air conditioners, aircraft. 


PRINCIPAL U.S. IMPORTS (1987): Crude oil, motor fuel, ethyl alcohol, 
natural gas. 





SUMMARY 


Saudi Arabia’s recession continued for the 5th straight year in 
1987, although there are signs it is bottoming out. Rising oil 
prices in 1987 stimulated a slight increase in total Gross 
Domestic Product (GDP) for the year. However, non-oil GDP, 
considered the best indicator of economic health, declined for 
the 4th year in a row, though at a slower rate than in 1986. 
Positive signs in 1987-88 included the continued drawdown of 
excessive inventories and some restocking by business. Imports 
increased for the first time in 3 years, up almost 5 percent in 
1987 as compared to a 17.3 percent decline in 1986. The Saudi 
Government also continued efforts to improve the commercial and 
legal environment in Saudi Arabia, including establishing a 
committee to resolve banking disputes independent of the 
religious courts. Negative factors included a sharp decline in 
government expenditures from 1987 to 1988 and a drop in new 
capital investment projects. Few businessmen are optimistic 
about the potential for growth in 1988. 


The fundamentals of Saudi oil policy did not change during 1987 
or early 1988: the government pledged to keep crude output 
within the 4.3 million barrel a day (MBD) production quota set by 
the Organization of Petroleum Exporting Countries (OPEC) and to 
maintain OPEC’s fixed benchmark price of $18 per barrel. Oil 
prices stabilized near OPEC’s official level during the first 
half of 1987 but declined somewhat later in the year. A 
disappointing OPEC meeting in December 1987 triggered a sharp 
drop in prices, and early in 1988 Saudi Arabia was forced to join 
most other OPEC countries in selling crude at sizable discounts 
below official prices. While prices are expected to rebound 
later in 1988, the short-term outlook for stable prices at OPEC’s 
$18 level remains cloudy. 


The Saudi economy presents to the American exporter and investor 
a contradictory array of opportunities and modern infrastructure 
and technology versus a cultural, financial, and business 
environment which tends to discourage investment and trade. 
Problems of delayed payments from the Saudi Government, trade 
disputes, increasingly strict and sometimes arbitrary product 
standards, contract regulations that favor Saudi-owned companies, 
Arab boycott complications, growing protectionism, and visa and 
labor difficulties have all contributed to discouraging foreign 
investment and exports to Saudi Arabia over the past several 
years. Nevertheless, certain areas of the economy still offer 
good potential for investors and exporters, including 
defense-related fields, high-tech agricultural equipment, 
computers and service areas, such as operations and maintenance, 
training, and health care. American exporters and investors who 
are willing to take a long-term view of the Saudi market will 
find opportunities for profitable involvement. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Background: The long-term economic outlook for Saudi 
Arabia is good, given its control of one quarter of proven global 
oil reserves (168 billion barrels) and small local population 
(5-6 million people). The Saudi economy peaked in 1981 when its 
GDP reached $147.5 billion. Then, the oil sector, buoyed by 
prices up to $40 a barrel and production approaching 10 million 
barrels a day (MBD), accounted for almost 70 percent of Saudi 
GDP. Imports were almost $50 million annually. In 1982, oil 
prices began to fall in response to oversupply on world markets. 
OPEC’s share of the world oil market fell from 40 percent in 1981 


to 32 percent in 1987, and OPEC production fell sharply from over 
30 MBD to the present 17-18 MBD. 


Since 1981, the Saudi economy has experienced an extended 
recession. GDP fell by over 50 percent during this period to 
$70 billion in 1987. The non-oil sector now accounts for 

70 percent of the Saudi economy. Imports have fallen by over 
42 percent since 1981. The dramatic fall in oil prices has 
forced the government to face the economic realities of lower 
revenues and the need to scrutinize all expenditures. While 
total revenues have fallen by more than 75 percent since 1981, 
government spending has dropped by only about 50 percent, from 
$84 billion in 1981 to $42 billion in 1987. Persistent budget 
deficits over the last 4 years have been covered by almost 

$70 billion from dwindling official reserves. The Embassy 


estimates that the government’s remaining official reserves are 
about $55 billion. 


1987-88: The Recession Bottoms Out: Despite the fact that the 
total Saudi GDP (in current prices) grew by 2 percent in 1987, 
due mainly to the dramatic increase in oil prices over 1986 lows, 
most other indicators pointed only to a bottoming out of the 
current recession, with no growth registered. The non-oil 
sector, which provides the best measure of overall economic 
health, contracted in 1987 at a much slower rate than in the past 
3 years. After declining at annual rates as high as 7.5 percent 
during the past 3 years, the non-oil sector’s contribution to GDP 
(in current prices) fell by less than 1 percent in 1987. 


Given sharp drops in government spending in the 1988 budget and 
the generally weak state of the world oil market, the Saudi 
economy is unlikely to experience any growth in 1988. A drop in 
the contribution of the public sector (which accounts for 

60 percent of GDP), both in oil revenues and government spending, 
and neutral growth at best in the private sector, suggest that 
growth will be flat. Recession in the West, which would result 
in lower demand for Saudi oil, would reduce prospects for 
improvement in the local economy. Private businessmen, while 
confident that the worst is over, are still reluctant to predict 
growth in 1988. Many businessmen speak of widespread restocking 
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of inventories and higher sales than in 1987, but usually foresee no 
significant improvement in the local economy until the predicted 
upswing in world oil prices in the early 1990s. 


Government Revenues and Expenditures: We estimate actual government 
expenditures in 1987 at $44 billion, almost $3 billion less than 
budgeted. This is due to the fact that total 1987 revenues of 
approximately $27 billion were $4 billion lower than projected. 
Petroleum revenues in 1987 were about $17 billion, accounting for a 
10 percent increase in the oil sector. The $15.5 billion deficit was 
financed by drawing down official reserves. Defense and security, 
wages for Saudi employees and social welfare programs were the only 
areas which did not take real cuts in expenditures. New investment in 
large capital projects and expenditures on operations and maintenance 
were decreased dramatically in the 1987 budget. 


Saudi Arabia’s 1988 budget projects government expenditures of about 
$38 billion, 17 percent lower than budgeted spending in 1987; 1988 
revenues include approximately $18 billion in oil revenues and 

$10 billion in other revenues, leaving a deficit of approximately 

$10 billion. The Embassy estimates, however, that the deficit will be 
closer to $15 billion, since oil prices thus far in 1988 have remained 
well below the OPEC $18 benchmark and since Saudi non-oil revenues will 
probably be considerably lower than originally projected due to the 
repeal of the expatriate income tax and cancellation of many of the 
service fees announced in December 1987. The Embassy estimates that 
Saudi oil revenue in 1988 may fall as low as $15 billion, more than 

$3 billion lower than December 1987 projections. 


From a business perspective, the 1988 budget is not an encouraging 

one. Expenditures for projects and maintenance will fall, and 
government operating expenditures, except for wages, will be sharply 
cut back. Contracting opportunities will be few. Only $2.2 billion, 
about 6 percent of the total budget, will be spent on new projects. 
Operations and maintenance spending will continue to decline, even 
though the need for maintenance should be growing, since Saudi Arabia’s 
infrastructure is now virtually complete. In order to provide jobs for 
the growing number of Saudi graduates, the civil service payroll has 
ballooned. Spending for wages in the 1988 budget accounts for over a 
third of total government spending. 


Innovative Revenue Generation Measures: The announcement of the 1988 
budget on December 31, 1987 included details of a number of new 
financing and revenue generating measures to assist in reducing the 
budget deficit, which has continued to drain official Saudi reserves. 
The first innovative measure was a proposed bond issue by the Saudi 
Arabian Monetary Authority (SAMA) that would finance a maximum of 

$8 billion of the budget deficit in 1988. The $2 billion deficit 
balance was to be covered by drawing down official foreign assets. As 
of May 1988, SAMA had not yet issued any bonds, reportedly because of 
resistance to the idea from the religious establishment, which opposes 
financial schemes involving the payment of interest in any form. 
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However, some local officials continue to say that the SAMA bonds will 
be issued and that the government will use such deficit financing to 
carry it through the next several years, so as not to exhaust the 
country’s official reserves. These bonds would also serve to soak up 
some of the excess local liquidity and might even help in attracting 
home some local money invested overseas. 


Several other of the innovative revenue measures announced in December 
1987, including the expatriate income tax, a real estate transfer fee 
and other service fees, were quickly rescinded by the government. No 
sooner had the expatriate income tax been announced than the foreign 
community and Saudi businessmen vigorously opposed it. Hospitals, 
ministries, and businesses were threatened with resignations of 
professional staff, including doctors, nurses, engineers and other 
advisers. Saudi businessmen reportedly complained to the King, arguing 
that the economy would come to a standstill if the tax measure were 
implemented. The government reversed itself 4 days later. Other 
service fees, including a controversial real estate transfer fee, 
airport departure taxes, and increases in electricity and water fees 
were also rescinded only days after they were announced. Many local 
businessmen have noted this incident contributed to a growing lack of 
confidence on their part in the government’s ability to pursue a 
consistent economic policy that encourages private investment and an 
increasing role for the private sector. 


Saudi Oil Policy -- No Longer a Swing Producer: Saudi oil policy has 
two goals: to generate sufficient oil revenues to meet domestic 
economic needs and to maintain world market stability and oil prices 
near OPEC’s $18 a barrel benchmark price. Since Saudi oil reserves can 
sustain current production for well over a century, the government 
hopes that $18 oil will discourage development of non-OPEC oil supplies 
and slow the growth of petroleum substitutes while encouraging 
increased consumption in the industrialized world. 


The Saudis believe that a steady oil policy will generate enough funds 
to allow the country to weather its current economic downturn until the 
early 1990s when they anticipate that the demand for Saudi oil will 
rise rapidly and prices will increase. However, many analysts now 
believe that this scenario may be delayed until the mid- or 
late-nineties in light of the slow growth in world oil demand and 
increasing production from non-OPEC sources. 


Saudi Arabia is the world’s third largest producer of crude and natural 
gas and currently the top supplier of crude to the United States. It 
is now contemplating joint ventures with U.S. and European oil 
companies to obtain refining outlets abroad. This departure from past 
Saudi policy is part of a comprehensive restructuring of the domestic 
oil industry spearheaded by Petroleum Minister Hisham Nazer. If these 
measures are implemented in the near term, they should make the Saudi 
oil industry more efficient and better cushion the local economy from 
volatile prices and uncertain buyers in the world oil market. 
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Saudi oil price and production policy in coming months will depend on 
several developments, including the outcome of present OPEC efforts to 
coordinate production cuts with several non-OPEC producers and the 
reduction of oil stocks. Facing economic austerity, Saudi Arabia has 
made it clear that it can no longer afford to be OPEC’s swing producer, 
a role it played through the 1970s and early 1980s. 


Prices: The Consumer Price Index fell by about 1 percent in 1987, at a 
slower rate than in 1985 and 1986, when it fell almost 2.5 percent 
annually. Several key business costs are continuing to fall as well, 
including rent and labor costs. The steady cost of living and low 
inflation are essential elements to the country’s expected economic 
recovery from the post-boom recession. Declines in business costs have 
already encouraged foreign firms, including American ones, to locate 
their regional headquarters in Saudi Arabia. 


Balance of Payments: Saudi Arabia suffered a balance-of-payments 
deficit in 1987 for the 5th year in a row. The country’s merchandise 
trade surplus grew by an estimated 50 percent in 1987, while its 
deficit on services declined by about 5 percent. As a result, the 
current account deficit fell by about 25 percent, from about 

$12 billion in 1986 to an estimated $9 billion in 1987. While the 
value of merchandise imports rose by 6 percent in 1986, actual import 


volume fell significantly, as reflected in Saudi port statistics. This 
can be explained by the falling value of the Saudi riyal, which has led 
to increased import prices, particularly for European and Japanese 
goods. Some experts have characterized the Saudi current account 
deficit as a structural one, which can be eliminated only through a 
concerted effort to cut back on both production and consumption-related 
imports. Over the past 5 years of recession, the composition of Saudi 
imports has shifted away from construction materials and capital goods 
towards consumer products, vehicles and foodstuffs, a shift which has 
caused concern in the government. 


Investment: The government is trying to encourage the private sector 
to assume a more prominent role in the economy, but the response 
continues to be lackluster. In 1986 and 1987, new investment did not 
exceed 1973 levels. The number of newly licensed industrial 
installations rose by only 55 plants between 1986 and 1987; this 
contrasts with the average annual increase of 141 plants between 1983 
and 1986. At the Saudi Industrial Development Fund (SIDF), the main 
source of financing for industrial ventures, loan repayments exceeded 
disbursements. 


The local stock market continues to enjoy lukewarm investor interest, 
with several recent stock flotations selling slowly, including the 
al-Jouf Agricultural Development Company and al-Taiba Company. 
Agricultural stocks have generally sold well, though questions about 
the status of the wheat subsidy in 1989 has made investors wary. The 
flotation of al-Rajih Investment Banking Company in mid-1988 is 
expected to attract greater investor interest. Though there have been 
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some fluctuations in stock prices, the general trend seems to be upward 
since late 1986. However, local investors still tend to prefer 
investment in foreign markets and in precious metals. The government 
will continue to encourage the return of local funds invested overseas 
and foreign investment in Saudi Arabia, but we believe this will be an 
uphill battle. We estimate that private Saudi citizens hold as much as 
$55 billion in overseas investments and real estate, an amount which 
could generate a private sector takeoff if these funds were repatriated. 


The Private Sector -- Increasing Rationalization: The recession of the 
past 5 years has served to squeeze out of the market many poorly-run 
and inefficient firms, leaving a healthier economic base from which 
renewed growth can begin. Improvements in the country’s legal 
environment have helped to make private business more predictable and 
reliable. The government is also paying its bills more quickly than in 
past years, trying to overcome a reputation which still serves as a 
barrier to investment. During the last months of 1987, the Ministry of 
Finance pumped $1.6 billion into the economy so that several ministries 
could pay their bills. 


Despite the sharp reduction in government spending in 1988, the 
recession is bottoming out in some sectors. After falling by about 
12 percent from 1985 to 1986, construction rose by over 5 percent in 
1987, buoyed primarily by private residential construction and an 
increase in government spending at the end of 1987. Wholesale and 
retail trading picked up slightly in 1987 as consumer demand was 
sustained by the Saudi Government’s payroll. Inventories of some 
products, primarily electronics and heavy equipment, remain high, 
though local businessmen and bankers report that restocking is taking 
place in household consumer goods. The transportation and financial 
services sectors each contracted by about 10 percent in 1987. 


Manufacturing increased its contribution to the country’s GDP by 
approximately 5 percent in 1987, due primarily to the coming on-line of 
the last petrochemical facilities in Jubail. The Saudi Arabain Basic 
Industries Corporation (SABIC) is performing well, earning in 1987 
$267 million in profits on sales of $2.1 billion in downstream 
petrochemicals. The government has been successful in finding markets 
for SABIC products, primarily in the Far East. Still, industrial 
production has limited viability because inputs are often items which 
can be reasonably produced in Saudi Arabia, have a high energy input, 
use petrochemical inputs, need large amounts of land or need to be 
located close to markets. The cement industry succeeded in having 

20 percent tariffs imposed on cement imports, thereby effectively 
closing the market to all but local producers. 


In agriculture, growth slowed somewhat in 1987, but agricultural 
activity grew by about 10 percent. According to agricultural 
suppliers, inventories of equipment have gradually been drawn down over 
the past 2 years, and businesses have again begun to restock. The 
government had a better record in 1987 of paying farmers on time for 
their grain deliveries. However, agriculture remains highly 
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subsidized, with total subsidies costing the government more than 
$1.2 billion in 1987. The barley import subsidy was reduced 
substantially in 1987, leading experts to speculate on the future of 
other subsidies. Most farming experts believe that the high subsidy 
for wheat will continue beyond the 1988 harvest, though possibly at a 
reduced rate. The 1987 wheat harvest should be at least 2.8 million 
tons, though some experts have predicted a harvest of 3 million tons. 
Only about 800,000 tons is needed for domestic consumption, with the 


remainder sold on the international grain markets or donated to needy 
countries. 


Commercial banking showed some signs of recovery in 1987, and most 
bankers expected that this trend would continue in 1988. Improvements 
in the banking sector can be attributed primarily to an increase in 
liquidity in 1987 and the initial successes of the newly established 
SAMA Banking Disputes Committee (see below). According to SAMA 
reports, bank deposits in Saudi Arabia increased by 7.5 percent in 1987 
after falling by about 1 percent in 1986. This rise in deposits helped 
to make 1987 a more profitable year. The Saudi-American Bank, 40 
percent owned by Citibank, registered its first increase in profits in 
4 years. However, some banks continue to be weighed down by large 
amounts of bad loans. Many banks trimmed their provisions for bad 
loans in 1987, a factor which helped to boost profits. 


Despite some positive indicators, bankers are not very sanguine about 
the prospects for a dramatic improvement in their performance without 
major changes in the local business environment and in the ability of 
the government to attract private funds back from abroad. 


Developments in the Business/Legal Environment: The Saudi economy 
presents to the foreign exporter and investor a sometimes contradictory 
array of opportunities and modern infrastructure and technology versus 
a cultural, financial, and business environment which tends to 
discourage investment and trade. Developments over the past year in 
the evolving structure of the Saudi commercial and legal environment 
give some reason to be optimistic, though many factors remain which 
cause foreign investors and exporters to hesitate in involving 
themselves in the Saudi market. 


Positive Developments: There are continuing indications that the 
Government is intent on gradually bringing the commercial environment 
more into line with standards in the rest of the developed Western 
world, without openly challenging the religious establishment. Some of 
these efforts follow. 


The SAMA Banking Disputes Committee began its operations in the fall of 
1987 and began to prove itself to have some muscle in helping banks to 
reach settlements with their delinquent customers. Most businessmen 
and bankers give the Committee high marks for its work so far. Local 
bankers and government officials have reported that credit market 
discipline has improved markedly since the beginning of the Committee’s 
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operations. The Committee has been given certain powers to punish 
debtors who do not wish to abide by its settlements, including the 
ability to deny delinquent debtors access to banking services, freeze 
their assets and prevent them from traveling overseas. Local banks, in 
cooperation with SAMA, have also established an interbank customer 
blacklist to encourage payment of delinquent loans. 


The Grievance Board’s role in settling commercial disputes has been 
expanded, to include all nonbanking business disputes, both those 
involving government agencies and private firms and those involving 
only private firms. The move is an attempt to simplify and speed up 
business dispute resolution. In this way, the Grievance Board will 
effectively supplant the Commercial Committees in the Ministry of 
Commerce. The changeover was originally scheduled for January 1988, 
but it appears to be going slowly. 


The Saudi stock market has been liberalized, though slowly and 
cautiously to avoid the chaos of the Souq al-Manakh fiasco that took 
place in Kuwait. According to the stock market index constructed by 
the Ministry of Finance, stock prices have shown modest gains over the 
past year. There is some progress in achieving greater economic 
integration within the Gulf Cooperation Council (GCC). The six GCC 
countries are working gradually towards a set of common standards and 
regulations in areas ranging from customs and ship registration to 
banking and environmental protection. The group of countries is also 
working towards a common external tariff and free trade within the 
area. The GCC is also engaged in an economic dialogue with the United 
States, the European Community (EC), and Japan in an attempt to 
regularize trade and investment relations. Talks with the EC have 
proceeded well, with an initial framework for trade being signed in 
June 1988. The U.S.-GCC talks have gone more slowly, but an eventual 
agreement promises to ease significantly trade and investment contact 
between the United States and the Gulf countries. 


Negative Developments: Numerous negative aspects remain in the current 
commercial and economic environment, beyond the negative financial 
factors discussed above. These aspects include: 


Payment delays by the government continue to be a problem, though 
substantial payments on arrearages were made at the end of 1987. Firms 
are frequently asked to settle for less in order to be paid and, 
sometimes, payment delays are a means of extracting additional services 
or forcing a contractor to provide maintenance until a project is 
finally turned over to the government. 


The legal system remains difficult for foreign companies. The Saudi 
sponsor can hold passports of foreign employees or business associates 
and refuse to grant exit visas. Legal delays can be protracted. There 
is no right of discovery in Saudi courts and frequently no way to force 
execution of a judgement if the courts return a verdict favorable to 
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the foreign firm. The Saudi Government usually refuses to accept 
international arbitration, so there is no easy way to avoid the courts 
when a case appears insoluble by negotiation. 


Tariff protection is increasing. Although a number of commodity items 
enter dutyfree, the general tariff was recently raised from 

7 to 12 percent. An increasingly large number of national industries, 
including cement and steel, have received 20 percent tariff 
protection. These new tariff measures were put into effect for the 
purposes of generating greater revenue, alleviating foreign dumping and 
curbing consumption of consumer goods. The 20 percent protective 
tariffs were targeted primarily against Japan, South Korea, and other 
Asian countries which have been reportedly dumping products in the 
Saudi market over the past several years. Government officials have 
explained that these tariffs were not targeted against U.S. and 
European products. 


There is also a steady increase in nontariff barriers such as more 
stringent application of preference rules for national products, 
continued application of the 30 percent set-aside rule for contractors, 
and standards that effectively discriminate in favor of local 
production. 


Bureaucratic infringement on business freedom is increasing. 
Sponsorship transfer is becoming more difficult. Employee travel 
within the country is more regulated than in the past. Contracts are 
subject to closer and sometimes arbitrary scrutiny. These 
developments, among others, are at least as attributable to a 
proliferation of layers in the bureaucracy as they are to protectionism 
or increasing resistance to foreign involvement. 


Labor issues, including increasing government pressure to hire Saudis, 
have had a negative impact on the business environment. Certain job 
categories are being reserved entirely for Saudis. Wage rates have 
fallen dramatically over the past 5 years, by as much as 60 percent in 
some fields. This has been accompanied by a significant substitution 
of less expensive nationalities for expensive ones. British workers 
are replacing Americans at the top, Filipinos are replacing British, 
and Bangladeshis are replacing Filipinos. This process had been so 
pervasive that there are only about half as many Americans working in 
Saudi Arabia as there were 4 years ago. 


Implementation of the military-related offset industrial programs has 
not advanced as swiftly as hoped. The Boeing Industrial Technology 
Group (BITG), which heads up much of the Peace Shield Offset progran, 
is at least 6 months behind its development timetable. Negotiations 
with the British on the offset provisions of the "Tornado" deal are 
proceeding slowly. 
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PART B - IMPLICATIONS FOR THE UNITED STATES 


Saudi Arabia continues to be a large market for U.S. product exports 
and continues to provide good sales and investment prospects for 
competitive American firms. However, the boom period, when operating 
profits averaged 100 percent or more, is over. 


Close commercial contacts are an important aspect of the overall 
Saudi-American relationship. The Saudis have historically preferred 
dealing with American firms, a situation which is strengthened at the 
present time by the dollar’s most favorable exchange position in a 
decade. The effective pegging of the Saudi riyal to the dollar, 
together with Saudi oil revenues paid in dollars, provides an 
unprecedented U.S. exchange advantage versus European and Asian 
competitors. The riyal/dollar exchange rate remained unchanged 
throughout 1987. At the same time, as a consequence of the significant 
devaluation of the U.S. dollar, the riyal declined in 1987 17 percent 
against the British pound, 15 percent against the Japanese yen, and 

12 percent against the German mark, after even steeper falls in 1986. 
Japanese and European firms continue to cushion the full effect of this 
devaluation against major world currencies through favorable financing 
terms and trimming of profit margins. As a result, European and Asian 
companies continue to compete strongly against U.S. firms in the Saudi 
market. Furthermore, a continuing overall lack of American trade 


interest and awareness of the Saudi market has worked to the advantage 
of European and Asian companies. 


Trade: In 1987 the United States ranked first among Saudi Arabia’s 
major import suppliers. The U.S. share of total Saudi imports in 1987 
was approximately 17.5 percent, compared to Japan which controlled an 
estimated 17 percent. Primary U.S. exports to Saudi Arabia included 
passenger cars, barley, telecommunications equipment, cigarettes, 
consumer/household goods, industrial machinery, construction equipment 
and agricultural supplies and equipment. Saudi exports to the United 
States rose by 20 percent in 1987 over the 1986 levels. The increase 
was attributable almost exclusively to greater crude oil exports, which 
accounted for 88 percent of Saudi exports to the United States in 


1987. Other exports included motor fuel and small quantities of 
petrochemicals. 


U.S. Investment: The Government of Saudi Arabia encourages foreign 
investment in joint ventures with Saudi partners. The government 
offers a wide range of investment incentives to foreign investors, 
including low interest loans, income tax holidays, low electricity and 
land rent rates and duty-free export to other GCC members. The degree 
to which these incentives are granted depends on the Saudi share in the 


joint venture, with firms with greater Saudi ownership enjoying higher 
investment incentives. 


According to the Ministry of Industry and Electricity, there are about 
518 joint-venture projects in Saudi Arabia, with foreign equity of 
approximately $3.6 billion. Foreign equity in these projects averaged 
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47 percent. Ten of these are major industrial joint ventures with 
SABIC. U.S. paid-in capital in 77 joint ventures exceeds $1.4 

billion. U.S. participation in upwards of 200 other nonindustrial 
joint ventures brings the total of U.S. paid-in capital to an estimated 
$1.6 billion. If U.S. investment is considered to be the value of 
obligations to total capital requirements of various ventures, U.S. 
investment commitments approach $5 billion. The bulk of these 


commitments are in heavy industry partnerships with SABIC and Petromin 
at Jubail and Yanbu. 


Best Prospects: There are a number of very attractive markets in Saudi 
Arabia for the U.S. exporter. The Embassy’s U.S. and Foreign 
Commercial Service (US&FCS) office has identified the most promising 
markets, prepared market profiles (Industry Sector Analyses or ISAs), 
and planned trade promotion events apropos of most of these markets. 
Further information on ISAs for the export markets described below and 
the trade promotion events schedule for Saudi Arabia is available 
through the U.S. Department of Commerce (USDOC) District Office network 
or the USDOC Desk Officer for Saudi Arabia at (202) 377-4652. 


Health Care: Despite declining oil export earnings, Saudi Arabia 
continues to be one of the most important markets for U.S. 
manufacturers and suppliers because delivery of quality health care 
products and services is still a primary objective of the Saudi Arabian 
Government. Best prospects among a wide variety of equipment and 
services include cardiological, neurological, opthalmological, 
pediatric, and renal equipment and pulmonary apparatus. The US&FCS 
will host a U.S.A. Pavilion at the international exhibition "Saudi 
Medicare ’88" in Riyadh, October 16-20, 1988. 


Automotive Parts, Accessories and Service Equipment: The Saudi Arabian 
market for the automotive industry has undergone remarkable changes in 
the last few years. The overall level of imports declined as purchases 
slowed, and as a result, the average age of vehicles on the road has 
increased from 2-3 years during the boom years of the early 1980s to 
7-8 years at the present time. There has also been an increase of 
makes and models imported as dealerships increase, including the 
reentry of Ford. The latest and most important development for U.S. 
firms, however, has been the sharp decline of the dollar and the 
resultant 140 percent increase in U.S. passenger car exports to Saudi 
Arabia. These exports totaled almost $244 million in 1987, leading all 
other U.S. commodities. Best prospects for U.S. exporters are 
automotive parts, especially the faster moving items that have a short 
shelf life and lower markup. Markets for service equipment and 
accessories are also growing as the dollar becomes more competitive. 
The earliest scheduled trade event, a trade mission, is not scheduled 
until November 1989. The US&FCS, however, is considering holding a 
regular catalog show for accessories and servicing equipment this year 
at the annual motor show in Jeddah, December 10-16. 


Oil Equipment: While lower demand and prices have mothballed most of 
Saudi oil production facilities and major Saudi investment in 
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world-scale petrochemical plants has been largely completed, some areas 
hold favorable prospects for U.S. products. There should be a strong 
market for U.S. pipeline equipment since ARAMCO is planning to expand 
the throughput of Saudi Arabia’s east-west pipeline substantially 
during the next 3 years. Saudi Arabia may revive a major domestic 
refinery project which was cancelled in 1985. Seismic and other 
equipment used in petroleum exploration may be in greater demand as the 
Saudi Government has asked ARAMCO to search for oil outside its 
concession areas. 


Computers and Peripherals: This still remains an important market for 
U.S. exporters despite the decline in overall government budget 
expenditures and the increasing competition from the Pacific Basin 
countries. While government and para-statal organizations constitute 
70 percent of the users of mainframes, private firms -- with the banks 
at the forefront -- are faraway the lead buyers of mini and micro 
computers. U.S. firms continue to be especially successful in the 
microcomputer market. Arabic and specialized software packages should 
continue to offer good opportunities in the future. Operations and 
maintenance as well as backup and support services of existing computer 
systems should also be a profitable market for U.S. firms. The US&FCS 
will be recruiting a U.S.A. Pavilion at the Saudi Computer/ 
Education/Business Books Exhibition, January 29-February 2, 1989. The 
Pavilion will emphasize the use of computers in education. 


Operations and Maintenance (O&M): The O&M sector has come out from 
relative obscurity into a prominent role in Saudi industrial 
development. The Saudi Government has given a major role to O&M in the 
Fourth Five-Year Development Plan (1985-90), following the massive 
capital investment expenditures of earlier plans. Best sales prospects 
for management and O&M services are in the high-end, high-technology 
niche O&M markets for health care, aviation services, water and sewage 
utility, petrochemical plants, computer maintenance, 
telecommunications, electrical equipment and training in all O&M 

areas. The US&FCS has recruited a Management/Technical Consulting 


Services Trade Mission for late September 1988, to visit Saudi Arabia, 
Kuwait, and Egypt. 


There are a number of other sectors also identified by the US&FCS as 
offering good export opportunities. Among the leading sectors by 
category are industrial process control instrumentation, air 
conditioning and refrigeration, telecommunications, education and 
training, management consulting services, security and industrial 
safety, agribusiness, and franchising services. 











International Trade Administration/US&FCS District Offices 


ALABAMA 
*Birmingham—Rm. 302, 2015 2nd Ave. North, 
Berry Bldg., 35203 (205) 731-1331 


ALASKA 

Anchorage—701 C St., P.O. Box 32, 99513, 
(907) 271-5041 

ARIZONA 

Phoenix—Federal Bldg. & U.S. Courthouse, 
230 North Ist Ave., Rm. 3412, 85025, (602) 
261-3285 

ARKANSAS 

Little Rock—Suite 811, Savers Fed. Bldg., 
320 W. Capitol Ave., 72201, (S01) 378-5794 
CALIFORNIA 

Les Angeles—Rm. 800, 11777 San Vicente 
Bivd., 90049, (213) 209-6707 

Santa Ana—116-A W. 4th St., Suite #1, 
92701, (714) 836-2461 

San Diego—6363 Greenwich Dr., 92122, 
(619) S57-5395 

* San Francisco—Fed. Bldg. Box 36013, 450 
Golden Gate Ave., 94102, (415) 556-5860 
COLORADO 

* Denver—Rm. 119, U.S. Customhouse, 
721-19th St., 80202, (303) 844-3246 
CONNECTICUT 

* Hartford—Rm. 610-B, Fed. Office Bldg., 
450 Main St., 06103, (203) 240-3530 
DELAWARE 

Serviced by Philadelphia District Office 
DISTRICT OF COLUMBIA 

e Washington, D.C.—(Baltimore, Md. Dis- 
trict) Rm. 1066 HCHB, Department of Com- 
merce, 14th St. & Constitution Ave., N.W. 
20230, (202) 377-3181 

FLORIDA 

Miami—Suite 224, Fed. Blidg., 51 S.W. First 
Ave., 33130, (305) 536-5267 

© Clearwater—128 North Osceola Ave. 33515, 
(813) 461-0011 

e Jacksonville—3100 University Blvd. South, 
32216, (904) 791-2796 


* Orlando—75 East Ivanhoe Blvd., 32804, 
(305) 425-1234 

* Taliahassee—Collins Bidg., Rm. 401, 107 
W. Gaines St., 32304, (904) 488-6469 
GEORGIA 

Atianta—Suite 504, 1365 Peachtree St., N.E., 
30309, (404) 347-4872 


Savannah—120 Barnard St., A-107, 31402, 
(912) 944-4204 

HAWAII 

Honolulu—4106 Fed. Bldg. P.O. Box 50026, 
300 Ala Moana Bivd., 96850, (808) 541-1782 
IDAHO 

© Boise—(Denver, Colorado District) State- 
house, Room 113, 83720, (208) 334-9254 
ILLINOIS 

Chicago—1406 Mid Continental Plaza Bidg., 
$5 East Monroe St., 60603, (312) 353-4450 

¢ Palatine—W.R. Harper College, Algonquin 
& Roselle Rd., 60067, (312) 397-3000, x-532 

* Rockford—515 North Court St., P.O. Box 
1747, 61110-0247, (815) 987-8100 

INDIANA 

Indianapolis—357 U.S. Courthouse & Fed. 
Office Bidg., 46 East Ohio St., 46204, (317) 
269-6214 


* DENOTES REGIONAL OFFICE WITH SUPERVISORY REGIONAL RESPONSIBILITIES 
* DENOTES TRADE SPECIALIST AT A BRANCH OFFICE 


IOWA 

Des Moines—817 Fed. Bidg., 210 Walnut 
St., 50309, (515) 284-4222 

KANSAS 

¢ Wichita—(Kansas City, Missouri District) 
River Park Pl., Suite 565, 727 North Waco, 
67203, (316) 269-6160 

KENTUCKY 

Louisville—Rm. 636B, U.S. Post Office and 
Courthouse Bidg., 40202, (502) 582-5066 
LOUISIANA 

New Orleans—432 World Trade Center, No. 2 
Canal St., 70130, (504) 589-6546 

MAINE 

¢ Augusta—(Boston, Massachusetts Dis- 
trict) | Memorial Circle, Casco Bank Bldg., 
04330, (207) 622-8249 

MARYLAND 

Baltimore—415 U.S. Customhouse, Gay and 
Lombard Sts., 21202, (301) 962-3560 
MASSACHUSETTS 

Boston—World Trade Center, Suite 307 
Commonwealth Pier Area, 02210, (617) 
565-8563 

MICHIGAN 

Detroit—1140 McNamara Bldg., 477 Michi- 
gan Ave., 48226, (313) 226-3650 

¢Grand Rapids—300 Monroe N.W., Rm. 409, 
49503, (616) 456-2411 

MINNESOTA 

Minneapolis—-108 Fed. Bidg., 110 S. 4th St., 
55401. (612) 348-1638 

MISSISSIPPI 

Jackson—328 Jackson Mall Office Center, 
300 Woodrow Wilson Blvd., 39213, (601) 
965-4388 

MISSOURI 

*St. Louis—7911 Forsyth Bivd., Suite 610, 
63105, (314) 425-3302-4 


Kansas City—Rm. 635, 601 East 12th St., 


64106, (816) 426-3141 

MONTANA 

Serviced by Denver District Office 
NEBRASKA 

Omaha—11133 “O" St., 68137, (402) 221- 
3664 

NEVADA 

Reno—1755 E. Plumb Ln., #152, 89502, (702) 
784-5203 

NEW HAMPSHIRE 

Serviced by Boston District Office 

NEW JERSEY 

* Trenton—3131 Princeton Pike Bldg. 6, 
Suite 100, 08648, (609) 989-2100 


NEW MEXICO 

Albuquerque—517 Gold, S.W., Suite 4303, 
87102, (S05) 766-2386 

NEW YORK 

Buffalo—1312 Fed. Bldg., 111 West Huron 
St., 14202, (716) 846-4191 

* Rochester—121 East Ave., 14604, (716) 
263-6480 

New York—Fed. Office Bldg., 26 Fed. Plaza, 
Rm. 3718, Foley Sq., 10278, (212) 264-0634 
NORTH CAROLINA 

* Greensboro—324 W. Market St., P.O. Box 
1950, 27402, (919) 333-5345 

NORTH DAKOTA 

Serviced by Omaha District Office 


OHIO 

* Cincinnati—9504 Fed. Office Bidg., 550 
Main St., 45202, (513) 684-2944 
Cleveland—Rm. 600, 666 Euclid Ave., 44114 
(216) 522-4750 

OKLAHOMA 

Oklahoma City—5 Broadway Executive Park, 
Suite 200, 6601 Broadway Extension, 73116, 
(405) 231-5302 

* Tulsa—440 S. Houston St., 74127, (918) 
581-7650 

OREGON 

Portland—Rm. 618, 1220 S.W. 3rd Ave., 
97204, (503) 221-3001 

PENNSYLVANIA 

Philadelphia—9448 Fed. Bidg., 600 Arch 
St., 19106 (215) 597-2866 

Pittsburgh—2002 Fed. Bidg., 1000 Liberty 
Ave., 15222, (412) 644-2850 

PUERTO RICO 

San Juan (Hato Rey}—Rm. 659-Fed. Blidg., 
00918, (809) 753-4555 

RHODE ISLAND 

* Providence—(Boston, Massachusetts Dis- 
trict) 7 Jackson Walkway, 02903, (401) 
$28-5104, ext. 22 

SOUTH CAROLINA 

Columbia—Strom Thurmond Fed. Blidg., 
Suite 172, 1835 Assembly St., 29201 (803) 
765-5345 

© Charleston—17 Lockwood Dr., 29401, (803) 
724-4361 

SOUTH DAKOTA 

Serviced by Omaha District Office 
TENNESSEE 

Nashville—Suite 1114, Parkway Towers, 404 
James Robertson Parkway, 37219-1505, 
(615) 736-5161 

*Memphis—555 Beale St., 38103, (901) 
521-4137 

TEXAS 

* Dallas—Rm. 7A5, 1100 Commerce St., 
7§242, (214) 767-0542 

¢ Austin— P.O. Box 12728, Capitol Station, 
78711, (S12) 472-5059 

Houston—2625 Fed. Courthouse, 515 Rusk 
St., 77002, (713) 229-2578 

UTAH 

Salt Lake City—Rm. 340 U.S. Courthouse, 
350 S. Main St., 84101, (801) 524-5116 
VERMONT 

Serviced by Boston District Office 
VIRGINIA 

Richmond—8010 Fed. Bldg., 400 North 8th 
St., 23240, (804) 771-2246 

WASHINGTON 

Seattle—3131 Elliot Ave., Suite 290, 98121, 
(206) 442-5616 

¢Spokane—P.O. Box 2170, 99210, (509) 
456-4557 

WEST VIRGINIA 

Charleston—3309 Fed. Bldg., 500 Quarrier 
St., 25301. (304) 347-5123 

WISCONSIN 

Milwaukee—Fed. Bidg., U.S. Courthouse, 
$17 E. Wisc. Ave., 53202, (414) 291-3473 
WYOMING 

Serviced by Denver District Office 
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